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Are Municipal Health Insurance Cooperatives the Future

for Public Sector Health Insurance Coverage?

“By clarifying the requirements for establishing Muni Coops and providing
technical assistance, we are empowering local governments to better serve their
employees and more efficiently provide vital health care insurance coverage.”

— Maria T. Vullo, Superintendent, NYS Department of Financial Services

The rapid increases in public employ-
er provided health insurance costs are
a grim reality for most municipalities.
NYCOM members are continually
looking for ways to trim expensive
healthcare costs while still provid-
ing acceptable insurance coverage

to their workforce. One option that
currently exists is for municipalities
to form a municipal health insur-
ance cooperative (hereinafter muni
co-op). However, the road to forma-
tion is long and not guaranteed. This
article will address some of the rea-
sons why a municipality may want

to consider joining a muni co-op as
well as highlight some of the major
roadblocks that could prevent some
NYCOM members from creating one,
and outlined Governor Cuomo’s new
directive to ease some of the regula-
tory barriers.

Introduction

The legal authority for municipalities
to come together and form a muni
co-op has existed since 1994, when
“Governor Mario Cuomo signed into

law Chapter 689 of the Laws of 1994.”
The intent of the 1994 legislation

was to “protect the financial stability
and solvency of municipalities.”? The
NYS Department of Financial Service’s
(DFS) 2011 report on the subject cited
this exempt from “the statement in
support of the legislation”:

The bill provides safeguards
necessary to keep municipal
cooperatives that provide health
benefits to employees of partici-
pating municipal corporations
on a shared-funding basis from
exposing municipalities and their
taxpayers to unpredictable and
potentially catastrophic liabilities.
It establishes minimum reserve
and surplus requirements, stop-
loss (reinsurance) requirements
to allow for reductions in these
reserves, and filing and report-
ing requirements to ensure that
municipal cooperative health
benefits plans are operated on an
actuarially sound basis.?

However, due to the complexity in
forming a muni co-op, only a handful
exist in the State. The Greater Tomp-
kins County Municipal Health Insur- -
ance Consortium, the only non-school
muni co-op, is a shining example of
one that is succeeding.* In fact, several
NYCOM members including the Cities
of Ithaca and Cortland along with the
Villages of Cayuga Heights, Dryden,
Groton, Trumansburg, Homer and
Union Springs are members of the
Consortium. (http://tompkinscountyny.
gov/hconsortium/membership)

In 2015, Don Barber, executive direc-
tor of the Greater Tompkins County
Health Consortium, stated “the cost

of health insurance is going up much
faster than the property tax cap or
anything else, including the Consumer
Price Index.”> Executive Director
Barber further explained “[T]he reason
we formed an Article 47 is because

- it was the only vehicle for the small

municipalities to join. There’s nothing
else. There’s no other way in New York

| State for a municipality to join in a
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risk pool with others.”¢ According to a
news report published in the Westfield
Republican, in its first year of op-
eration (2011), the Greater Tompkins
County Health Consortium “saved
Tompkins County taxpayers $928,000.
From 2011 to 2014 the savings added
up to $5.5 million with $1.7 million in
savings in 2014 alone.”’ '

Article 47 of the New York State
Insurance Law grants municipalities
the authority to create a muni co-0p.
There are numerous potential benefits
to forming such an insurance pool. For
example, municipalities could form a
co-op to “share the costs of self-fund-
ing employee health benefit plans;
provide an alternative approach to
stabilize health claim costs; lower per
unit administration costs; and enhance
negotiating power with health provid-
ers by spreading such costs among a
larger pool of risks.”®

Regulatory Requirements to Forming
a Muni Co-op

While Article 47 of the Insurance Law
grants municipal authority to form a
muni co-op, it also outlines a series of
requirements that must be achieved
before a co-op can be established.
Some argue that the overly stringent
requirements prevent more Co-0ps
from being formed in the State.”

At NYCOM'’s 2018 Winter Legislative
Meeting in Albany, Troy Oeschner,
Deputy Superintendent for Health,
NYS Department of Financial Ser-
vices, provided attendees with an
informative and detailed presenta-
tion on Health Insurance: Options for
Savings from Shared Services and in
that presentation he outlined several
of the requirements and potential
misconceptions associated with muni
co-ops. NYCOM members can obtain
a copy of the presentation by contact-
ing John Mancini, NYCOM Counsel at
jmancini@nycom.org. Several of the
items covered in the presentation are
addressed below. |

One of the biggest challenges to form-
ing a muni co-op pertains to Article
477 reserve fund requirement, which
mandates “a muni co-op to have 2
reserve fund necessary to satisfy all
contractual obligations and liabilities
of the plan. The reserve fund must in-
clude: a reserve for payment of unpaid
and incurred but not reported claims
and expenses equal to 25% of expect-
od incurred claims and expenses for
the current plan year.”"®In the Depart-
ment of Financial Services Article 47
document, it is noted that “there is
language in the law that allows for
flexibility with respect to the required
reserve for claims related expenses.
The statute grants DFS authority, if
merited, to approve a lesser reserve
for claims and claim related expenses
if a qualified actuary for the muni
co-op can demonstrate, to the Super-
intendent’s satisfaction, that a lesser
amount will be adequate.”™"

Stop-Loss Coverage

Stop-loss insurance is an insurance
product that “protects insurers against
large claims.”"? Employers that offer
“health insurance for their employ-
ees through a self-insured plan often

~ subscribe to stop-loss policies in order

to protect themselves against cata-
strophic claims.”*?

The Insurance Law contains specific
“requirements for stop-loss insurance
applicable to muni co-ops.”"*As a
general rule, the “stop-loss coverage
must: be issued by a licensed car-

rier; provide aggregate stop-loss with
an attachment point not greater than
125% of expected claims for year; and
provide specific stop-loss at an at-
tachment point no greater than 4% of

expected claims for the year.””

Under certain circumstances the

muni co-op could request a waiver

or modification of the stop-loss insur-

ance requirement. Under the law, the

Department of Financial Services “has
the authority to waive the requirement
for stop-loss insurance, in whole or in

part, or modify the maximum reten-
e it v attachad noints for

stop-loss insurance if the muni co-op
can make a satisfactory case for doing
<016 DFS acknowledges that obtain-
ing a stop-loss waiver for a newly
formed muni co-op might be difficult
because the co-op would not have
ssufficient claims experience.”"”

Geography

The Insurance Law does not require
or “impose geographic requirements
when forming a new municipal co-
op.”'® However, it does require that
the municipal cooperation agreement
sgpecify the eligibility requirements
for membership, including reasonable
geographic boundaries (if any).”"

Covered Individuals

There are two key criteria that must
exist for all newly established muni
co-ops. The co-op must “be compriset
of at least 3 different municipal cor-
porations, and that the participating
corporations consist of at least 2,000
covered lives total (including retirees,
not including dependents).”* While
the law requires at a minimum 2,000
covered individuals, there is no “min
mum covered lives requirement for
each individual municipal corporatio
in the insurance law.”*!

Governance of the Municipal Co-op
A municipal co-op is required to hav
a “governing board to be respon-
sible for the management, control
and administration of the municipal
cooperative health benefit plan ..."*
In addition, the law establishes crite
for union representation on the gov-
erning board. The Greater Tompkins
County Municipal Health Insurance
Consortium’s mission statement nice
summarizes the overarching goals 0
the consortium, which is to be “an
officient inter-municipal cooperative
that provides high quality, cost-stab
health insurance for our members a
their employees and retirees.””

The Road Forward

For municipalities that want to cre-
ate a muni co-op the road forward
will not necessarily be easy. How-
ever, there appears to be synergy a




the State and local level to overcome
existing statutory roadblocks that may
currently prevent municipalities from
forming a sustainable muni co-op.

In February 2018, Governor Cuomo
directed the State’s Department of
Financial Services to “publish guidance
and provide technical assistance to lo-
cal governments to ease the process of
creating health consortia called muni
co-ops.”** According to the release,
“DFS will dedicate expert staff to help
local governments explore consortium
arrangements that could help address
rising health costs ....” 25 The Guidance
document is available at http://www.
dfs.ny.gov/insurance/health/muni_
coop_guidance.htm. Currently, DFS
has already begun working with “mu-
nicipalities around the state, including
Otsego, Saratoga, and Suffolk counties.
The Department approved a new muni
co-op in Rochester that started last
month.”?* While municipalities have
been sharing services for decades in a
plethora of areas, muni co-cops may
represent a new frontier in a munici-
pality’s ability to share services, lower
healthcare costs and provide quality
healthcare coverage to public employ-
ees. Please contact

| NYCOM Counsel John Mancini at

' (518) 463-1185 or by email at
jmancini@nycom.org if you would like
additional information relating munici-
pal health insurance cooperatives.
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